
Price protection 
becomes costlier

Key Points
■ Commodity speculative activities hike 

cotton price volatility.
■ Volatility makes managing cotton price 

risk more complex and expensive.
■ Cotton prices need to rise to keep other 

crops from robbing acres in 2009.

SURGING commodity prices in re-
sponse to surging energy demand 
and global economic growth are 

rewriting the cotton marketing play-
book.

The development of more specula-
tive trading activity with relaxed trading 
parameters compared to the past make 
the market more volatile in both the 
short and longer run. 

“Price risk management has become 
complex and more expensive,” explains 
Carl Anderson, Texas A&M University 
economist. Option spread strategies 
face explosive price changes that 
growers must consider. Such strategies 
involve selling one option to hold down 
cost of getting price protection benefi ts 
from buying another option. 

Delivery aid
The cotton industry is moving toward 
being able to effectively deliver cotton 
on futures contracts. Cotton certifi ed 
for delivery now stands at a record, ex-
ceeding 1.5 million bales. 

“Using cash deliveries on futures 
contracts to encourage convergence be-
tween futures price and cash price is de-
sirable to regain using futures prices to 
discover cotton prices,” says Anderson.

“Producers need to evaluate their 
pricing alternatives in light of the lowest 
cost and risk of setting a selling price. 
The role of large cotton marketing as-
sociations, electronic markets and use 
of USDA Commodity Credit Corporation 
loans are major pricing considerations,” 
he adds.

Floods overwhelm fundamentals
Supplies of nearly all commodities are 
tightening. Even cotton will tighten next 
year. Unfortunately, 2007-crop cotton 
carry-over stocks are large. Big imme-
diate supplies limit buoyancy of near-
term cotton rallies.

Floodwaters inundating the Corn Belt 
will trim 2008 grain and oilseed crops. 
Prices for those crops advanced sharply 
to ration demand. Corn, for example, 
needs to fi nd a price that will entice live-
stock producers to feed about a billion 
bushels fewer of 2008-crop corn than 
the roughly 6.1 billion bushels of 2007-
crop corn going to livestock.

Higher grain and oilseed prices 
mean those crops will be looking to at-
tract more acres in 2009. Cotton prices 
need to advance high enough to entice 
cotton growers to plant enough acreage 
next year to meet cotton consumption 
for the 2009-10 marketing year. Not 
knowing where grain and oilseed prices 
will stabilize makes projecting how high 
2009-crop cotton futures need to rise to 
protect acreage extremely challenging.

By JOHN OTTE

Cotton
Outlook

Projected 2008 cotton use up from 2007 
but well below early projections for 2007 
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 NO INTEREST, NO PAYMENTS

’TIL NEXT YEAR*

PARTS NOW.
PAY LATER.

*Financing provided by CNH Capital. For commercial use only. This offer applies to purchases of genuine Case IH parts and related services made using the CNH Capital Commercial
Revolving Account during a single visit to a participating Case IH dealer located in the United States through August 31, 2008. Purchases of genuine Case IH parts and related services of 
$2,500 or more may qualify for No Interest, No Payments until January 1, 2009. Not all customers may qualify for this rate or term. Customer participation subject to credit qualification, 
available credit, and good standing on all CNH Capital America LLC accounts. After expiration of the promotional period, CNH Capital America LLC standard terms and conditions will apply. 
Program subject to change or cancellation without notice. ©2008 CNH America LLC. All rights reserved. CNH, CNH Capital and Case IH are registered trademarks of CNH America LLC.

BIG HARVESTS START WITH PROFESSIONAL CASE IH MAINTENANCE
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